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Bangladesh Key Economic Indicators 


All values in US $ million and represent the fiscal year (July 1- 
June 30) except as otherwise noted. An Exchange Rate of $1 = 
Taka 15.5 was used. 


1969/70 1974/75 1975/76 


Income, Production and Employment 


GDP at constant (1975/76) rer $4,671 $4,401 
GDP/capita, 1975/76 prices 63 56 
Population (millions) 74.0 78. 
Index of Industrial Production 

(1969/70 = 100) 100 69. 
Labor Force (millions) 24.9 26. 
Average Daily Industrial Wage 

(Dacca Skilled Industrial 

Workers) ($ units) N/A 


Money and Prices 


Money Supply (Demand Deposits, 
Currency Outstanding) 
Price Indices (1969/70 = 100 
(Annual Averages): 
Cost of Living, Dacca Middle Class 
Wholesale Price Index 
Interest Rates: (at end-Fiscal Year): 
Bangladesh Bank Discount Rate 8% 
Scheduled (Commercial) Bank 
Lending Rate 12-132 


Balance of Payments and Trade 


Foreign Exchange Reserves at end 
of Fiscal Year N/A 226 205 
External Public Debt N/A 497 595 


Annual Debt Service N/A 402/ 47.13/ 
Balance of Trade:4 


Exports 487 359 382 
US Share 53 56 702/ 
Imports 653 1,403 1,266 
US Share 104 450 3705/ 


SOURCES: Government of Bangladesh Economic Indicators of Bangla- 
desh, August 1976. 


World Bank, Bangladesh Current Economic Performance, 1976. 
Bangladesh Bank, Annual Report 1975/76. 
Government of Bangladesh Bangladesh Economic Survey 
1975/76. 
Converted from 1972/73 prices to 1975/76 prices using wholesale 
price index. 
Approximate. 
Excludes a $54.6 million one-time Australian Wheat Loan repayment. 
Using Taka 14.5=$1 to be consistent with data source. 
Estimate based on July-Feb. 1975/76 data. 
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SUMMARY 


Bangladesh faced enormous economic problems of relief and re- 
habilitation upon achieving independence in 1971. Despite 
generous aid flows, a combination of natural disasters, inadequate 
Management, and abrupt nationalization of industry brought sharp 
reductions in per capita income, rapid inflation, a foreign ex- 
change crisis and famine in 1974. In a remarkable turn around 
since then, Bangladesh has enjoyed excellent harvests, stabilized 
prices, encouraged the private sector, and seen its GDP jump 11% 
in 1975/76 over 1974/75. But the massive long-term economic 
problems of this desperately poor overpopulated developing nation 
remain. 


Agriculture, basic to stability, has benefitted from two conse- 
cutive years of good weather. Food production has reached pre- 
war levels and imports are down, but the goal of food self-suf- 
ficiency has yet to be reached, and imports will be needed to 
meet ration commitments for some time to come. There is enough 
raw jute to meet export demand and domestic mills' requirements. 
Industry, which accounts for only 10% of GDP, is dominated by 
jute, textiles and sugar. The Government has begun to return to 
private ownership the units taken over in 1972, reserving only 
those in the three dominant sectors for state ownership, and is 
actively promoting private, including foreign, investment. In- 
vestors are responding at an increasing rate. Joint ventures 
with foreign firms are typical. Generally, foreign equity parti- 
cipation is limited to industries where technical know-how is 
not locally available, or capital outlay is high, and to indus- 
tries based on local raw materials or which are wholly export- 
oriented. Few US firms have actually invested in Bangladesh 
since Independence, but several expect to do so. OPIC insurance 
is not available, pending the payment of US nationalization com- 
pensation claims and a further improvement in the investment 
climate. 


Bangladesh imports annually three times by value its export 
earnings, and the balance has been paid for by $4 billion in 
foreign assistance commitments since Independence (one quarter 
from the US) and short-term borrowing from the IMF. This de- 
pendence on foreign aid is expected to continue indefinitely. 
Foreign exchange reserves, albeit small, are now well-managed 
and Bangladesh has met every post-Independence foreign financial 
obligation when due. 


US exports to Bangladesh average about $400 million annually. 
Much of this is foodgrains under PL-480, Title I; other impor- 
tant commodities include raw cotton, tallow and edible oil, and 
these remain good US sales prospects. END SUMMARY. 





CURRENT ECONOMIC SITUATION AND TRENDS 


General - When Bangladesh gained its freedom in December 1971 
after a bitter struggle, the country's economy and much of its 
political-administrative structure lay in shambles. The country 
is desperately poor -- average annual per capita income under 
$100; and overpopulated -- 80 million people in 55,000 square 
miles, an area the size of Wisconsin. Its economy is overwhel- 
mingly agricultural -- most of it subsistence farming. 


The international community, with India and the USSR in the lead, 
and the US a major donor, launched in 1972 a major effort to 
assist the fledgling Bangladesh Government in the enormous 

task of reconstruction, rehabilitation and resettlement. Foreign 
aid worth about $1.4 billion (roughly 1/3 from the US) poured in 
during the first 30 months and helped to avert starvation, re- 
build homes and restore much of the disrupted transportation 
network. 


At the same time, the new government adopted policies of nation- 
alism and socialism. It took control of medium and large in- 
dustries, domestic banks, general insurance companies, and much 
of the internal distribution and foreign trade apparatus. Very 
little scope was left for private entrepreneurs. Per capita 
income, already among the lowest in the world, actually declined: 
20% in the first years of Independence. Pre-war price stability 
gave way to annual inflation rates as high as 55%. By mid-1974, 
Bangladesh economic policymakers, despite foreign aid, faced a 
foreign exchange crisis, and the worst flood in a decade com- 
bined with food management problems to bring pockets of famine. 
More relief aid followed in generous amounts, but the prospect 
of achieving the necessary stability to move from relief to 
development appeared remote. 


In a remarkable turn around beginning in late 1974 and continuing 
through the three violent political coups d'etat in 1975 the 
Bangladesh Government, aided by good weather and continued foreign 
assistance, has halted inflation through sensible fiscal and 
monetary policies; balanced its budget; improved its foreign ex- 
change management; greatly increased the scope for private sector 
activity, removing some price distribution controls; encouraged 
private investment, and seen its gross domestic product, led by 
agricultural production, jump a record 11% in real terms in 1975/ 
76 over 1974/75. The present martial law government, which came 
to power in November, 1975, has shown in particular a willingness 
to rely on the private sector and has begun to dismantle the 
structure of nationalized industries and to seek foreign private 
investment. 


But the massive economic problems of the world's poorest populous 
mation remain. Over the long term food production has been 
growing at about one percent, the population at three percent. 

It was only in 1975/76 that agricultural production topped its 





1969/70 level and industrial production has yet to do so. The 
task is to translate the improved economic picture of the past 
two years into sustained economic growth. Given Bangladesh's de- 
pendence on the weather, the density and rapid growth of its 
population, and the relative absence of natural resources, the 
long term problem appears more difficult here than in many 
developing nations. 


Agriculture - Agricultural production accounts for over half of 
GDP and is basic to stability and economic development. Agri- 
culture, dominated by rice and jute, is heavily dependent on the 
weather and subject to a variety of natural disasters such as 
cyclones (1970), drought (1972), and severe flooding (1974) in 
this delta land. Much of the land, provided water is available, 
can grow three crops a year. In 1975/76 (July-June), a good 
year, foodgrain production topped 13 million metric tons. Con- 
tinued good weather in 1976/77 has brought a second consecutive 
excellent Aman (fall rice) harvest. Raw jute, while well below 
the pre-Independence production levels, is still more than suf- 
ficient for both domestic mill consumption and adequate to meet 
export demand. Tea production and export reached record levels 
in 1976/77 following an excellent year in 1975/76. Other crops 
produced in Bangladesh are: sugar cane, pulses, rape and mustard 
seed, tobacco, spices, potatoes and various vegetables and tropi- 
cal fruits. 


Development/Imports - Despite the recent good harvests, the longer 
term perspective suggests the need for food imports for some 

time to come. Bangladesh has been a food deficit area since the 
late 1950's. Per acre yields are among the lowest in the world. 
Despite government production incentives and, recently, greater 
availability of inputs, Bangladesh is not expected to achieve its 
technically feasible goal of foodgrain self-sufficiency in the 
near future. Furthermore, this goal will be extremely difficult 
to achieve over the long term, unless the population growth rate 
can be brought down dramatically. Fertilizer production has in- 
creased, and new factories are under construction or planned. 
However, distribution of fertilizers, pesticides, high-yielding 
variety seeds, and pumps remains subject to numerous administra- 
tive problems, as does the construction and location of tube wells 
and the issuance and collection of credit and loans. Foodgrain 
imports reached an all-time high of 2.8 million metric tons (MMT) 
in 1972/73, but fell to 1.5 MMT in 1975/76 and are estimated at 
700,000 MT in 1976/77. Shipments of US PL-480, Title I financed 
foodgrains were about 700,000 MT in 1975/76. Other donors in- 
clude Australia and Canada. There have been no commercially 
financed imports since 1975. 


R-:ion System - To ensure adequate food supplies in urban areas 
ani for other key groups at prices the rationees can afford, the 
government sells foodgrains at subsidized prices, primarily in 
urban areas. This ration system supplies about 50,000 MT monthly 
to those rationees under the statutory system and from about 
20,000 MT to over 100,000 MT a month to those under the modified 





ration system. The latter group varies widely with seasonal 
shortages. To provide incentive prices to farmers and obtain 
domestic supplies for the ration system, the government has con- 
ducted at considerable financial cost a voluntary procurement 
program since 1974/75, obtaining over 400,000 MT of rice and 
wheat in 1975/76. The total procured for 1976/77 may not reach 
last year's level. However, imports are expected to remain the 
main source of foodgrains for the ration system for some time 

to come and the USA is expected to remain one of several im- 
portant suppliers. 


Industry - The Bangladesh economy is dominated by agriculture; 
industry accounts for less than 10% of GDP. Industry, in turn, 
is dominated by jute goods, cotton textiles, and sugar. Other 
important industries are tanneries and chemicals, including 
pharmaceuticals. There is a steel mill at Chittagong and some 
17 small re-rolling mills around the country. Cottage industries 
remain important for some textiles. The industrial production 
index has topped its 1969/70 average in only two months since 
Independence and was about 12% below that level in 1975/76. 
Since 1974/75 however, industrial production has slowly improved 
and for the first four months of the current fiscal year was 

13% above its level a year earlier. 


The government nationalized or took over as property abandoned 
(by West Pakistanis) 85% of industry by value in 1972. Problems 


of management, overstaffing, marketing and low capacity utiliza- 
tion have characterized many industries since then. The present 
government has begun to "disinvest" many of these state-run 
units, reserving for state ownership industries producing only 
the three main jute fabrics, carpet-backing cloth, hessian (bur- 
lap) and sacking; cotton textiles; and sugar refining. Of 198 
units valued under $100,000 all but 33 have been returned to the 
private sector, while 44 of some 300 larger units have been 
auctioned off. The process is accelerating with BDG-owned tea 
estates and specialty jute mills also to be disinvested. Disin- 
vestment is expected to bring several benefits, including increas- 
ing the role of the private sector, improving the operation of 
the units concerned, and freeing scarce government management 
talent for development tasks. The government has also begun to 
compensate foreign investors for properties nationalized in 1972, 
although none of the few American firms has yet been paid. 


Specific Industries: The state-owned jute industry, the key 
foreign exchange earner, operates at a loss (about $20 million 
in 1975/76), but with IBRD and UK assistance, is improving its 
Management policies and modernizing its plant. Looking ahead, 
the government does not intend to increase total capacity, given 
the growing competition from synthetics, but merely to bring ex- 
isting units up to full capacity. The textile mills, generally 
built before Independence to utilize raw cotton from West Pakis- 
tan, are completely dependent on imported cotton, much of which 
has come from the US against IDA financing. The sugar mills have 
maintained output at about their 1969/70 level and some export 





sales have been possible. There is excess electric power gener- 
ating capacity in Bangladesh, but the grid system is incomplete 
and there is a shortage of power in the northwest. 


The government is actively promoting private investment in in- 
dustry and the private sector is beginning to respond. The 
several industrial credit banks, with foreign assistance from 
the IBRD and the Asian Development Bank, have played a key role. 
Private sector investment rose in 1975/76 to 300 industrial 
projects valued at $57 million from 133 units valued at $23 mil- 
lion in the two-year period 1973-75. 


Monetary and Fiscal Policies - A highly successful stabilization 
program, agreed upon in 1975/76 with the International Monetary 
Fund, completely reversed the hyper-inflation of 1974/75. Aided 
by a bumper harvest and reduced smuggling, food prices fell 
sharply in 1975/76 bringing the index of wholesale prices down 
by 25%. Since June, 1976 the overall index has held steady. 


The stabilization program, begun with a very tight credit policy 
in late 1974, was highlighted by devaluation in May, 1975 and a 
20% drop in money supply with the demonitization of 100 taka notes 
in March, 1975. Strict credit ceilings were established and the 
budget held nearly in balance in 1975/76. Tax collection pro- 
cedures were greatly improved, food and other subsidies re- 

duced, and a start made toward improving the financial performance 
of the nationalized industries. 


Major purposes of this program were to improve the efficiency of 
state-owned industries by limiting their ability to finance 

losses by bank borrowing and to increase the government's finan- 
cial contribution to its development program by limiting the 
growth in current expenditures while improving domestic resource 
mobilization. For the first time in 1976/77, agricultural incomes 
are subject to tax. While there is no formal stabilization pro- 
gram for 1976/77, the government is committed to a balanced bud- 
get and is continuing many of the credit restraint measures 
adopted the previous year. 


Economic Development Planning - The first five-year plan (1973- 
1978) is generally regarded as no longer a useful guide to cur- 


rent development efforts. Many of the original financial targets 
would have required substantial revision in light of the rapid 
price rises in 1973/74 and the first half of 1974/75. Further- 
more, many of the government's policies, most notably its willing- 
ness to rely on the private sector, have been revised since the 
plan was drafted. The government has produced a series of annual 
development plans and is beginning to address the formulation of 
planning for the period after 1978. 


Foreign assistance has totalled over $4 billion in commitments 
since Independence, but as of June 30, 1976, over $1 billion was 
unutilized. This pipeline, equivalent to about one year's worth 
of aid disbursements, was composed largely of slow-moving 





project aid, and tied commodity assistance. Generally, aid uti- 
lization and project implementation have lagged behind targets. 
Against development program targets of $688 million and $633 
million in 1974/75 and 1975/76 respectively only $490 and less 
than $565 million were actually spent in those years. 


Despite the stabilization program and improved mobilization of 
domestic resources, the value of aid, including food aid, has 
exceeded expenditures on development each year since Independence. 


The government's top economic policy body, the National Economic 
Council, now reviews project implementation and aid utilization 
quarterly, and is cooperating with donors to improve the situation. 


Balance of Payments - Bangladesh imports by value about three 
times its export earnings annually. The difference has been 
financed by foreign assistance and short-term borrowing from 

the International Monetary Fund. This dependence on foreign 
assistance at a level of about $1 billion annually is expected 
to continue for the foreseeable future. Bangladesh has received 
considerable aid on grant terms and as a newly-independent 
nation is a recent borrower from donors, and hence most loans 
are still in the grace period. Accordingly, the debt service 
burden is generally manageable. 


Bangladesh receives aid from virtually every possible source. 
Major donors include the IBRD (World Bank) and its soft-loan 
affiliate, IDA, the Asian Development Bank, the US, FRG, Canada, 
Japan and, especially in the first three years of independence, 
India and the USSR. Arab assistance became significant in 1975 
and Pakistan and the People's Republic of China have also pro- 
vided help. Most of the developed country donors, plus the IBRD, 
ADB, UNDP and IMF, meet annually with Bangladesh officials in 
the IBRD-organized Bangladesh Aid Group to review economic de- 
velopment performance and outlook and generally to coordinate 
aid levels and direction. 


Trade - Exports earned about $388 million in 1975/76, while imn- 
ports cost $1.3 billion. Exports are dominated by raw jute and 
jute goods which taken together have accounted for over 80% of 
total export receipts annually since Independence. To reduce 
its dependence on jute, Bangladesh has recently adopted tax and 
other incentives to encourage a diversification of exports. 
Other than large, but still not accurately proved reserves of 
Natural gas, Bangladesh has no commercially exploitable natural 
resources, and this limits the range of possible export opportu- 
nities. Recently the Advisor in charge of petroleum spoke of 
exporting liquified natural gas, which if undertaken could sig- 
nificantly increase export earnings. Imports are dominated by 
food and petroleum, the latter accounting for as much as 40% of 
free foreign exchange earnings annually. Several foreign com- 
panies are exploring for oil offshore under production-sharing 
contracts with the Bangladesh Government and one has announced 
the discovery of natural gas, but no oil has yet been found. 





Foreign Exchange - Reserves fell about $40 million to $213 

million during 1975/76, but since that June 30, 1976 level, have 
risen to $280 million as of end-December, 1976. Continued foreign 
aid, some improvement in export performance, but above ail, a 
decline in import payments explain the improvement in the last 

six months of 1976. Furthermore, the management of the foreign 
exchange reserves has improved in the past two years. Bangladesh 
has met every post-Independence foreign financial obligation on 
schedule. 


Implications for che US Trade: US exports to Bangladesh averaged 
about $400 million in 1974/75 and 1975/76. Much of this was food- 


grains under PL-480; other important commodities included edible 
oil, raw cotton and tallow. Generally, such bulk commodities, 
imported against international tender and financed by international 
lending institutions, such as IDA, provide the best prospects 

for US sales to Bangladesh. Recently, however, Bangladesh has 
bought significant amounts of US communications equipment and, 

in past years, substantial quantities of fertilizers. Railroad 
equipment is also being imported. The major export to the US is 
jute goods, including carpet-backing cloth, hessian and cotton 
bagging. 


Engineering and construction firms enjoy opportunities to bid on 
numerous foreign donor-financed projects, but many of these are 
against tied aid and not open to all bidders. IDA- and ADB- 
financed projects, which can amount in any year to over $100 
million, are open to tenders from US firms. 


Investment: Total private direct foreign investment, measured 
in terms of depreciated book value, is estimated at roughly $200 
million. Most of this is British investment dating from before 
1947; US investment does not exceed $10 million. 


Since November, 1975, when the present government came to power, 
there has been a serious effort to promote private investment, 
including attracting foreign private investment. Incentives 
include: tax holidays, deferred payment, and certain rebates of 
import duties; and for foreign investors, remittance facilities for 
post-tax dividends, 50% of net salary of foreign nationals, 
protection against double taxation (an agreement is under nego- 
tiation between the US and Bangladesh), repatriation of foreign 
capital, and savings from earnings. 


Bangladesh became a member of the International Finance Corpora- 
tion in 1976 and IFC officials are appraising three proposed 
projects this year. 


Generally, in the private sector foreign equity participation 

is to be limited to those industries where technical know-how 

is not locally available, capital outlay is high, and to industries 
based on local raw materials or which are wholly export-oriented. 


Technical collaboration without equity participation may be 





allowed in all types of industries. 


In cases of new investment, the foreign collaborators should 
generally provide the entire foreign exchange component of the 
project as equity capital. The terms and conditions determining 
equity participation and the precise nature of any association, 
including management contracts, in individual cases are, however, 
subject to negotiations. Joint ventures are the normal practice. 
All foreign investment projects require the approval of the In- 
vestment Board for which the Department of Industries acts as 
the Secretariat. 


The US Overseas Private Investment Corporation (OPIC) concluded 
the necessary umbrella agreement with Bangladesh in 1975, which 
permits OPIC to insure private US investors against such non- 
commercial risks as war and expropriation. However, OPIC does 
not yet judge the investment climate in Bangladesh sufficiently 
hospitable to merit issuing such insurance to the US investors 
at present. Central to this judgment is the fact that to date 
the Bangladesh Government has not compensated any US investors 
for properties nationalized in 1972. The BDG is publicly com- 
mitted to compensation, however, and the process of settling the 
few outstanding US claims is well advanced. 


Few US firms have actually invested funds since Independence, 
but several are seriously considering doing so, particularly in 
the pharmaceutical industry. Four US oil companies are engaged 
in off-shore oil exploration and one US company has signed a 
letter of intent to appraise a natural gas field in Bangladesh 
as a step toward contracting to export liquified natural gas. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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